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The question of adopting a .free market approach, for water raises critical concerns and 
ethical dilemmas which complicate not only federal and regional water policy but also 
internal state policymaking. Such a debate is taking place in Hawaii, focuses on the 
complexity of issues related to viewing water as a commodity. 
 
To many mainstream economists, the answer to all resource allocation problems is 
reliance on the free market. Mainstream economists believe that the most efficient 
allocation of water resources will take place under the notions of the "general 
equilibrium" and the "clearing of the market." The crux of such thinking is the view that 
water is a commodity like anything else and that experience and econometric equations 
prove the superiority of the invisible hand of the free market. 
 
Free Markets in Hawaii? 
 
The issue of whether or not water should be treated as a commodity is presently the focus 
of a statewide debate in Hawaii on water policy. The State of Hawaii is currently 
considering the adoption of a statewide water code. The central issue is whether the code 
should adopt a free market approach allowing the purchase and sale of water. There is 
strong sentiment that groundwater and surface water resources should not be viewed as a 
commodity but, instead, should be controlled by government regulation. The Advisory 
Study Commission on Water Resources, appointed by the Governor, recommended 
against the sale of water and drafted a bill which prohibited such sales. 
 
On the other hand, the sugar industry, the largest user of freshwater on the island of 
Oahu, strongly favors a system allowing the purchase and sale of water rights. In 
response to the Advisory Study Commission's draft legislation, the sugar industry has 
forwarded its own version of a free market water code. 
 
Many people in the state of Hawaii, however, are intuitively opposed to the purchase and 
sale of water. In the case of Hawaii, as in other chronically water-short areas, their 
intuitions appear to be correct. Their arguments against treatment of water as a 
commodity would apply to many other regions of the United States. 
 
A Question of Imbalance 
 
The first reason why a neoclassical market system would not work in the case of water 
rights in Hawaii is that there is a strong sentiment that the largest user of water in Hawaii, 
the sugar industry, does not have a justifiable political and moral right to profit from the 
sale of water. 
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Secondly, in Hawaii there is a strong feeling among many people that, given the 
significance of water to life on an island, freshwater is simply too important to be given 
over to free market forces. On Oahu, which has a population of 800,000, there are two 
large institutions which pump groundwater: the city water system and the sugar industry. 
If supply and demand were the only forces which governed the allocation of water, these 
two major institutions could easily eliminate diversified agriculture and drive out small 
farmers in the competition for scarce water. If such a situation developed, Hawaii would 
become less self-reliant in terms of food production and more dependent upon food 
importation.  
 
Short-Term Gains, Long-Term Losses 
 
An example of the short-term efficiency gains of a market system which resulted in long-
term detriments is the demise of Hawaii's rice industry. Hawaii once had a flourishing 
rice industry. As in the case of many single cash-crop economies, however, the rice 
industry was susceptible to land buyouts by the sugar industry. 
 
This is a perfect illustration of the free market in operation. Agricultural lands eventually 
went to the person willing to pay the most — the sugar industry. Thus, today, there is no 
local rice production in Hawaii, despite the fact that rice is a staple for the Asian-
American families which constitute the majority of Hawaii's population. 
 
Economically, the agricultural lands may be in a higher use, but Hawaii's island families 
are now totally dependent on foreign growers for their rice supplies. This lack of self-
reliance, a result of allowing agricultural planning decisions to be made by the "invisible 
hand" of the free market, has made Hawaii vulnerable to increased shipping costs and 
shipping strikes for importation of its basic food staple. 
 
Unjustified Windfall Profits? 
 
A third reason why a free market system is politically unacceptable in Hawaii is that it is 
difficult to justify why present users should have the right to initiate sales of such water. 
In other words, why should present users be granted ownership with the attendant right to 
sell? 
 
Granting the power to sell to the present large users would result in unjust enrichment. 
The legal claims of large users to sell water is in doubt. In short, there is no reason to 
justify giving present users, as opposed to any other group, the windfall profits which 
would be theirs by the adoption of a free market system. Rather, water should be viewed 
as a public resource which would be granted to those who would use it in the most 
beneficial manner. 
 
Community Good vs. Individual Greed 
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Finally, as water becomes more and more scarce and thus more and more important to the 
livelihood and future of Hawaii, water policy is too critical to be left to market forces, by 
which one hopes that individual greed will eventually result in policy that serves the 
community as a whole. 
 
Hawaii and its water supply system can be analogized to a spaceship going through space 
on a journey which will take many generations to reach its destination. On board is a 
limited amount of such goods as clothing and a finite quantity of such renewable 
resources as food and water. Which system of allocation would work best in such a self-
contained fragile environment: a system where resources were collectively pooled and 
distributed according to need, or a free market system where those who brought the most 
money on board would be allowed to hoard resources to the deprivation of others? 
The grant by government permit to use water should be viewed as a policy of government 
subsidization of desired outcomes. Thus, water policy would be molded by limited-
duration permits much as national economic policy is molded by tax deductions and 
credits — not unlike the creation of solar energy tax credits designed to encourage a 
desirable policy of self-sufficiency in energy. The water permit, like the tax credit, may 
go out of existence when government planning deems that a more efficient, more 
important use has arisen.  
 
Groundwater and Skylines 
 
Thus, water use policy is not best achieved by deeming water or water rights to be a 
commodity. Community water use planning should be viewed as similar to land use 
planning. The eventual land use development potential of a city like Honolulu might be 
viewed as a resource similar to a groundwater aquifer. Zoning decisions grant certain 
landowners the ability to better profit from their land by giving them more favorable 
development restrictions. 
 
Yet zoning decisions are not a product of a free market system. It is not the case that the 
highest land uses are given to those who are willing to pay the largest amounts of money 
to the city zoning commissions. Zoning designations are not given over to the free market 
because the development potential of a city, its skyline, is a limited resource. Decisions 
regarding the skyline clearly have externalities in that they affect the quality of life for 
everyone in the city. Moreover, once made, skyline decisions cannot be retracted. 
 
The groundwater aquifer of Honolulu is like its skyline: It is of limited capacity; once 
destroyed, it cannot be resurrected; and the pollution or overdraft of a portion of the 
aquifer, like the highrise zoning mistake, will impact everyone. In short, we don't turn 
over skyline decisions in Honolulu to the marketplace, because the skyline is too 
important. 
 
Our intuitions are correct when we don't trust the marketplace to formulate policies that 
are of communal concern. Experience has shown us that, while it is all right to turn some 
things over to the marketplace, government regulation and scrutiny is the only means of 
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protecting against the catastrophic externalities that the marketplace would allow. It is 
one thing to allow deregulation of airline routes; it is quite another to permit deregulation 
 of air traffic safety. 
 
The Illusion of a Free Market 
 
Lastly, the free market in many commodities is only an illusion and often exists solely 
because of government subsidy. For example, the sugar industry in Hawaii, which is 
seeking a free market to sell water, would immediately go out of business if subsidies in 
the form of federal price supports were eliminated. In many cases the free market only 
exists because government takes a certain role in creating institutional safeguards which 
make the free market safe enough for the small consumer to enter. 
The Need for a Communal Outlook 
 
Hence, the adoption of a free market in water rights in Hawaii would be simply to use 
water policy to subsidize certain institutional interests. Ostensibly, it is claimed, such a 
market would make the correct planning choices. This claim seems about as sensible as 
suggesting that foreign policy would be better made if it were auctioned off to the highest 
bidder. 
 
Water should not be viewed as a commodity because water policy should not be viewed 
as a commodity. Government regulation has a legitimate role in any policy-making that 
requires a communal outlook. This is the case for land use planning, national defense, the 
maintenance of a police force, and environmental concerns — including water policy. 
 
About the author: Professor Chang teaches in the areas of jurisprudence, corporate law 
and water rights. He has litigated water and land cases for the State of Hawaii and most 
recently served as a consultant to the state commission that drafted a water code.  
